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SUBJECT: Manufacturers’ Investnent Credit/Qualified Property Includes Conputers &
Peri pher al
DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

X AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT'S CONCERNS stated in the previous analysis of bill as
introduced/amended

FURTHER AMENDMENTS NECESSARY.

DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALYSIS OF BILL ASAMENDED June 11, 1998, STILL APPLIES.
OTHER - See comments below.

SUWARY OF BI LL

This bill would add manufacturers of custom or prepackaged conputer software
(involved in activities described in Standard Industrial Cassification (SIC
codes 7371 to 7373) to the Manufacturers’ Investnent Credit (MCQC).

SUWVARY OF ANMENDMENT

The June 30, 1998, anmendnents made the foll owi ng changes:

del eted the provisions maki ng changes to the Sal es and Use Tax Laws.

nmodi fied the definition of “qualified property” to specify that conputers
and peripheral equipnent nust be primarily used to devel op or manufacture
prepackaged software or custom software prepared to the special order of the
pur chaser who uses the programto produce and sell or |icense copies of the
program as prepackaged software.

del eted the provisions allowing a snmall business involved in specified
conmputer activities to claimthe MC on that portion of costs which could be
expensed under Section 179 of the Internal Revenue Code (IRC).

del et ed redundant | anguage (conputers and conputer peripheral equi prment were
defined tw ce under qualified property).

These anmendnents addressed the policy and technical considerations in the
departnent’s analysis of the bill as anmended June 11, 1998. Except for the
Effective Date, Legislative History and the current |aw discussion of Specific
Fi ndi ngs, the departnment’s prior analysis is replaced with the follow ng.
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SPECI FI C FI NDI NGS

This bill would include specified Iines of business relating to conputer
programm ng and conputer software in the definition of “qualified taxpayer” under
the MC. These activities are described in SIC Codes 7371 (Conputer Progranm ng
Services), 7372 (Prepackaged Software) and 7373 (Conputer |Integrated Systens

Desi gn).

This bill also add to the definition of “qualified property” computers and
conput er peripheral equi pment (as defined in I RC Section 168(1)(2)(B)) that is
used in conputer businesses described in SIC Codes 7371 to 7373 primarily for the
devel opnent and nmanufacture of prepackaged software or custom software prepared
to the special order of the purchaser who uses the programto produce and sell or
license copies of the program as prepackaged software. The val ue of any
capitalized | abor costs directly allocable to the construction or nodification of
such property would al so be included in “qualified property.” Qualified property
for taxpayers involved in conputer businesses described in SIC Codes 7371 to 7373
woul d not include any Section 1245(a)(3)(A) tangible personal property (e.g.,
shrink wap nmachines, fork lifts, etc.) other than conputers and conputer

peri pheral equi pnent.

| npl ement ati on Consi derati ons

I npl eentation of this bill would occur during the departnment’s nornal
annual system update.

FI SCAL | MPACT

Departnmental Costs

This bill would not significantly inpact the departnment’s costs.

Tax Revenue Esti mate

This bill is estimated to inpact PIT and B&CT revenues as shown in the
foll owi ng table.

Fi scal Year Cash Fl ow
Taxabl e Years Begi nning After January 1, 1998
Enact nent Assuned After June 30, 1998
$ MIlions
1998- 99 1999- 00 2000-01 2001-02

($6) ($7) ($8) ($9)

This estimate does not consider the possible changes in enploynment, personal
i ncome, or gross state product that could result fromthis measure.

Tax Revenue Di scussi on

The data and net hodol ogy used in the analysis of this bill as anended June
11, 1998, still apply with the follow ng nodifications. The origina
estimate was reduced by the ratio of enploynment in SIC 7371 over the sum of
enploynment in SIC 7371 and 7372 as reported by the National Bureau of Labor
Statistics for the nation as a whole. This assunmes that California is not
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materially different fromthe nation with respect to the relative enpl oynent
ratios. And this assunes that the ratio of investnment anmounts is reflected
in the enmploynent ratios. Finally, it was assuned that 10% of the activity
in SIC 7371 (custom software devel opnent) would qualify as “custom software
prepared to the special order of the purchaser who uses the programto

produce and sell or |icense copies of the program as prepackaged software.”

BOARD POSI TI ON

Support .

The Franchi se Tax Board voted at its April 14, 1997, nmeeting to support this bil
as anended April 9, 1997.



